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PROCEEDI NGS

MS. DeSANTI: Good norning. Could you
pl ease take your seats and we will start once
again. Thank you all for comng. |[|'m Susan
DeSanti, Director of Policy Planning. | have sone
housekeeping matters to go through first and then
we wll get into what |ooks |ike a very interesting
day.

First, for all of you, ground rules, make
sure you have your badge. You will need it to go
and return fromthe cafeteria. There are nore
badges out there if you didn't get one when you
first cane in.

Number two, please take your persona
bel ongi ngs with you when you | eave for |unch and
when you | eave for the day. Don't |eave any
val uabl es here during the breaks or lunch, there
are -- there's no guarding that's being done. And
even nore inportant, and this is a special note for
you all since all of your noderators and
guestioners were here late | ast night picking up
all of your cups and everything that you left in
the auditorium please don't do that again today.
Pl ease take your cups and your newspapers and al
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of that stuff with you

Finally, please keep the doors closed, the
air conditioning goes out when the doors are open.
| f the doors are closed, then we'll all be much
nmore confortable than we were yesterday.

And now a note for the panelists and
noderators. There were people who it was very
difficult to hear yesterday. You really have to
get next to the m ke and speak up so that everyone
who's here can hear what you have to say. So,
that's a very inportant point for all of the
panelists and noderators to keep in mnd. And once
again, the ground rule fromyesterday, we're asking
for short answers, to the point, fromeveryone. W
have a | ot of people with very valuable things to
say, and a lot of ground to cover.

Finally, on the nore substantive |evel,
menti oned yesterday that we were going to keep the
record open in this proceeding. W will keep it
open until Friday, July 21. W want to encourage
written subm ssions that people feel would
suppl ement the record that's being created here.

W encour age you, please, send us your cards and

letters. W' re very open to having as conplete a

record on these various issues that we've raised
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here as possi ble, and once again, the procedures
for howto do that are in the press rel ease that
you can find on our website at ww. ftc. gov.

Now, to start out the day, we have
Comm ssi oner Mozell e Thonpson. | nentioned
yesterday that each of the comm ssioners had agreed
to come and share sone thoughts about their -- this
area. W are very pleased to have with us this
nmorning to get us off on the right foot for this
day Comm ssi oner Mbzell e Thonpson.

(Appl ause.)

COWM SSI ONER THOWPSON: Thank you, Susan.
Good norning. W also forgot to tell you that be
careful taking your bags out of the overhead
conpartments because they may have shifted during
flight.

Well, good norning. It's good to see you
all here. And welconme. | want to thank you al
for being here, but also special thanks to Susan
and her staff for putting together what | think is
a very inportant and actual |y ground- breaking
wor kshop on B2B mar ket pl aces.

Now, at the outset, | also have to give the
little caveat that | speak for nyself, not for the
Conmi ssion or the other conmm ssioners. And
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sonetinmes I'mnot sure | speak for nyself either
but 1'm going to nmake a few observati ons.

It comes as no secret that this is a tine
of great change in our econony. The inpact of
technol ogy, not only within its own sector, but
al so in other sectors, brings great hope and
prom se for gromh and efficiency. |In fact,
there's always this discussion and debate about
what we're seeing is whether it's an evolution or a
transformation.

But no matter how we characterize it, we
see opportunities for positive benefits for
busi ness and consuners alike. But we also see sone
opportunities for behavior that can be
characterized as | ess than desirable.

Now, it's no secret that we at the FTC are
often referred to lately as the federal
governnent's I nternet agency, because of the
substantial tinme and energy we have invested on how
the Internet affects conpetition and consuner
protection. Based on that experience, we have
| earned that in new markets, |ike those based in
technol ogy, that the fundanental principles of
antitrust and consuner protection still apply.

In short, it's not really the wild west out
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there. But we have also | earned that when markets
are fast-noving, a certain degree of circunmspection
is appropriate. W' ve |learned that these markets
raise interesting and conplex policy issues |like
data privacy, security, and cross-border
jurisdiction.

Mor eover, we have found that no one set of
st akehol ders, not industry, not governnent, and not
consuners, will be able to address these issues
al one. Instead, oftentines the best policy
resolutions will involve an interactive approach
involving all of these groups.

Now, | think this workshop is a vivid
exanpl e of the Comm ssion enploying these tools. |
think it's also inportant that we all recognize
that the opportunity that we have here is to
present our best thinking and to trade ideas about
B2B mar ket pl aces, how they work, and the benefits
they hold for businesses and consuners.

But we should al so recogni ze that these
opportunities can and should continue as part of an
organi c process, one that will allow us all to work
toward what is best for Arerica. At the sane tine,
we should be able to take a critical |ook at the
gquestions that may prevent us from reaching that
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goal . Like anticonpetitive behavior. And we
shoul d coll ectively think about ways we can address
t hese concerns.

So, it's in that spirit that I welcone you
all here today. This norning, we will hear owners
and operators perspectives, future devel opnents and
public policy inplications. And this afternoon, we
will ook nore specifically at conpetition issues.

So, that puts a ot on our plate, but |
think that we're all up toit. | look forward to
continuing wwth you in this interactive dial ogue.
Thank you.

(Appl ause.)

M5. LEVINE: Well, we do have a | ot on our
plate this norning. Thank you for comng. This
panel is going to address the issues of, and the
perspectives of, owners and operators of B2B
mar ket pl aces. We heard a |l ot of interesting
guestions about how owners and operators handl e
their B2B exchanges yesterday, and | thought we

woul d take sonme tine this norning to address those

I Ssues.

We've got a lot of material to cover, so |
think we'll try and stick to the sane ground rules
we used yesterday. If you have -- if you want to

For The Record, Inc.
Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

343
respond to a question, please just turn your table
-- your nane tent up like this and I'Il call on
you. Wen you first speak, | hope you'll take a
moment just to introduce yourself. Not just your
name, but your conpany as well. Can you tell us a
little bit about your B2B, who your buyers and
sellers are, and what exactly is bought and sold on
your exchange. Try and pl ease be concise with your
comments, and at an hour, at the hour mark, |I'm
going to have to take a one-m nute vi deot ape break.
So, we'll have a one-m nute break and then resune.

We have with us this norning sonme very
i npressive panelists: the owners and operators of
a nunber of B2Bs, and al so three experts on B2Bs.
We have N ck Heymann from Prudential, Mrgan
Harting from KPM5G and Tim Clark from Jupiter
Communi cations, so they can all give us their
views. | guess with that let's just junp right in.

Let nme ask about the various nethods or
nodel s for ownership of B2Bs. W' re |ucky enough
on this panel to have a variety of nodels
represented. Rod, | wonder if we could start with
you. Petrocosm s chosen a -- just to give alittle
background, fromwhat | understand, and you can
correct ne if I"'mwong on this, but Petrocosm has
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chosen a consortium nodel for its exchange. |It's
co-owned, at least in part, by Chevron and Texaco,
and they're considering inviting in three other big
buyers as well to have equity stakes in the
exchange.

Rod, why has Petrocosm chosen this
consortium nodel of its B2B exchange?

MR GRAY: |I'm as Gil said, Rod Gray with
Petrocosm and we are a supply chai n managenent
procurenent B2B service that, | think the best way
to look at it is, these conpanies have gotten
together to be the incubator for the creation of
this service with the intent for it to be a
neutral, independent site.

But because supply chain managenent is a
significantly inportant area for them a great area
for efficiency inprovenent, to nmake it happen, they
started the supply chain nmanagenent facility or
har dwar e/ sof t ware necessary to nmake that happen,
started over a year ago, created it and got it
going on a small scale, felt that the rea
efficiency is getting it on a nuch |larger scale,
and getting nore volune through the system To
acconplish getting nore volune through the system
you have to have nore participants, and in the end
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gane, it is designed to be a neutral site with
active participation by both buyers and suppliers,
but in the start-up phase, the buyer side is the
i ncubat or group that got it going.

So, that's why it started fromthat phase,
but that's not the end gane that they had in m nd.

M5. LEVINE: W also have on our panel a
very different ownership nodel. Robert Verloop's
BuyProduce has chosen not to -- is entirely
i ndependently owned, which is to say no
partici pants have an ownership or equity stake in
t hat exchange. 1In fact, if |I renmenber correctly,
you' ve actually turned down participants who have
sought to becone equity holders in your exchange.
Can you tell us why you turned them down?

MR. VERLOOP: Exactly right, Gail.
BuyProduce. com was started about a year ago by two
entrepreneurs that |ooked at the produce industry
and noticed that there were a | ot of inefficiencies
in the way that produce gets to all of our plates.

And one of the things that's very apparent
in our industry is it's very fragnented. There are
over 6,000 growers of produce throughout the United
States. It's a $2 billion or $200 billion
industry. Very fragnented, as | said, not only in
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nunbers, but if you take a | ook at sone of the
sizes of the operations that exist in the industry.
We have small nom and pop farnmers that nay be
farmng 20 acres to |arge corporate organi zations.

And one of the things that has al ways been
a backbone of any agricultural enterprise is
relationships and trust. And we felt as we started
to devel op our solution, if you wll, that it was
very inportant that we maintain that trust factor
and not violate the relationships that have been
set up in the past.

So, we approached the nmarket froma neutral
standpoi nt so that inherent is that anyone that
cones to the system and our systemis w de open,
anybody can join the exchange, it had to be
neutral. And as such, when investors fromthe
industry itself expressed interest init, we did,
in fact, turn away noney.

That's not to say in the future that we
won't come up with sone type of a nodel, but
certainly here in the beginning, that is the
approach, and it's been the advice from you know,
sonme experts in the industry that we try to
mai ntai n domai n expertise, and it's also why we
stick strictly with the produce area. W think
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that this is an area that we can excel in. W have
the right relationships with the -- and trust from
our nmenbers and we want to keep it that way.

MS. LEVINE: Mbrgan?

MR. HARTING |'m Morgan Harting from KPM5
Consulting which is the | eading provider of
Internet integration services around the world, and
|'"'ma manager in the strategy group of our comrerce
practice. And | work with senior executives from
i ndependent exchanges as well as industry |eaders
seeking to form exchanges, sonmetinmes with their
conpetitors, sonetines not.

And | think it's interesting, if you
conpare the cases of Robert's industry with Rod's
i ndustry. Agriculture being the nost fragnmented
mar ketplace in the United States, with two mllion
establishnments, which is far and away the nost
fragnment ed narket.

G1, on the other hand, has far fewer
pl ayers. And so the ownership nodels you find in
different industries are to a certain extent a
function of the degree of fragnentation in those
i ndustries. And so -- because | think you have to
t hi nk about what val ue does the exchange bring? 1In
a very fragnmented marketpl ace, an i ndependent
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exchange can play an inportant role by aggregating
demand across many, nmany suppliers and many, many
buyers. And they can command on ownershi p stake
for the value they create in doing that.

On the other hand, in a nore concentrated
i ndustry, say oil, say the big three auto nmakers,
the value that an exchange adds by getting these
people in the roomis not as great, frankly. It's
just not that conplicated to get three conpanies in
the same room it's nuch nore conplicated to get
two mllion farnmers in the same room

And so, you have to | ook at what does each
partici pant -- what does each owner bring to the
table, and there are four fundanmental contributions
that owners can make in ny view One is liquidity.
This would be the big buyers or sellers that bring
liquidity to a marketplace. Two is functionality.
Say a big technol ogy conpany, |ike Ariba or
Commer ceOne, can provide the technol ogy to enabl e
this exchange, and they conmand an equity stake, in
many cases.

These are the two key drivers of an
exchange' s success, and, you know, conmensurate
with these contributions, those participants
receive equity. On the other hand, cash
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contributions are rewarded with equity, in nost
cases, as are managenent efforts.

So, you see four different types of owners.
Those that bring liquidity, the big buyers or
sellers, those that bring functionality, the
t echnol ogy conpani es, those that bring cash, the
VCs or angels, and managenent that work hard.

M5. LEVINE: Well, let's see if Mdirgan's
i deas bear out in practice, and | suspect they
will. Gna Haines, with FacilityPro has an
exchange that's sort of in between these two pol es.
You' ve got an exchange, if | understand it
correctly, that has buyers -- buyer participants on
your exchange have equity in the exchange, but
you' ve actually turned down sellers who want to
j oi n your exchange.

M5. HAINES: That's right, and good
nmorning. |'m Gna Haines, |I'mthe senior vice
president of FacilityPro.comas well as a
cof ounder. W are the business-to-business
mar ket pl ace serving commercial facilities
prof essionals and their suppliers nation-w de.

W' ve been operational since April of 1998.

We actually began |life as the division of a

| arger facility managenent corporation wth a very
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conpel i ng business need to serve a nation-w de
di stributed workforce and client base and to neet
t heir needs.

We chose the Internet as the optinal
delivery vehicle for the functionality and the
information that they required. W have partnered
with strategic client partners as well as with
equity partners, and while we are independently
professionally financially backed, we haven't nmade
equity investnent available to client partners, and
in fact it was toward the end of liquidity.

We have chosen to be basically in the
m ddl e, but we found it is difficult to create
[iquidity when you' re playing both sides of the --
speaking specifically to the -- you know, the
conpetitive field, you know, that creates the
mar ket pl ace between buyers and sellers, you
obvi ously need both to have a successful |iquid
mar ket pl ace, but we've chosen to fall on the side
of buyers. W do actually advocate for our buyers.

And | |ike Mrgan's point about the
fragmentation. | think that clearly plays a role
in the ownership and the way these market pl aces
cone together. |In our direct personal experience,
you know, commencing as a captive division, if you
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will, of a large owner, we had great success. W
found traction early, we gained liquidity, and by
virtue of the fact that we had the buy side, we
were able to attract the sellers. And | think that
actually is one of the characteristics of a
successful marketplace, is active participation by
both, but I do agree that it would be difficult to
have equity participation on both sides.

M5. LEVINE: And Mark, you've got -- well,
Vertical Net has a nunber of vertical exchanges
withinit, but one of them | think
pai nt &oati ngs.com and sonme of the new ones that
you' re thinking about bringing out in the future,
are going to have equity stakes held by sellers |
understand. Is that right?

MR. WALSH: Yes. M nane is Mark Wl sh,
am president and CEO of Vertical Net. Vertical Net,
a publicly traded conpany on the NASDAQ that runs
56 individual conmmunities of commerce, industrial
communities of comrerce. Each is a separate web
address and each ains at a specific comunity of
buyers and suppliers and their informational and
transacti onal needs, and our communities range from
the -- wth brand nanes |ike
Di gi t al Broadcasti ng. com and
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HoneHeal t hCar eProvi der.com and Sol i dWaste.com yes
an anusing a web address, but if you're in the
solid waste treatnment industry, there's information
and things to buy and sell and job |leads and a
career center and a chat and a forumfor solid
waste treating professionals. And the sane is true
for the other 55 vertical markets that we run

And what |'ve found interesting is that so
far virtually every comrent nmade this norning about
a nodel, one of our verticals mmcs. To your
point, Gail, one of our verticals,
Pai nt &Coati ngs. com we recently forned a joint
venture with one of the major participants in the
pai nt and coati ngs busi ness, Eastman Chem cal
Cor poration, they are our joint venture partner,
and they may well invite, | think they plan to
invite, other participants in the paint and
coatings industry to own that specific vertical

The ot her 55, we actually own oursel ves as
a neutral party, and we both nmake a market in
auctions and traditional sales, and to the point
there, the four elenents, we would like to think we
bring all four. W do bring liquidity, a |lot of
buyers attend our sites, we have great audi ences of
buyers and suppliers. W obviously bring noney and
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managenent, and we al so bring technol ogy.
But | would like to nake one point actually
in response to what |'ve heard so far this norning
which is one of the things that has been touched on

but | think can't be overstressed is the sense of

community. Community. | got into the interactive
services business in 1986. So, | have seen
this -- |I've seen this novie a lot, both in the

consuner side and now the busi ness-to-busi ness
si de.

The sense of community, which many of us
enj oy as consuner users of the interactive services
busi ness through AOL or other brands that we may
participate in, the sense of conmmunity, that
special interest we have as people and finding
ot her people with that sane special interest on the
net and talking with themis even nore distinct in
t he busi ness arena.

Now, many of us smle when we hear the URL
Sol i dWaste.com but if you're in the solid waste
i ndustry and you type in that URL on your browser
and you go there, it's a place that identifies with
what you care about every day as a busi ness person.

| recently gave a speech at the powder and
bul k solids conference in Rosenont, Illinois, a
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convention for people in powder and bul k solids
processing, and | have never seen a nore tightly
woven community of nmen and wonen who have deal t
wi th each other, sold to each other, with each
ot her, conpeted, and that sense of community that
the real world out there so enforces, and so
reinforces in business behavior, we see on the
Internet actually in a nost rewarding fashion being
echoed in how people find information, interact
wi th each other in chats and foruns and then find
buyers, or suppliers, to satisfy their specific
pur chasi ng needs.

So, ownership structure and liquidity and
vi brancy of a comunity is inportant froma
t echnol ogy and obviously a nonetary standpoi nt, but
that sense of "there-there,"” so to speak, we find
every day is as inportant as any other feature that
we're going to tal k about this norning.

M5. LEVINE: Interesting point. There's
one | ast ownership nodel that I would like to touch
on before we nove on, and that's the one that Roy
Roberts' exchange typifies. You' ve got -- maybe
you can respond to G na's point actually. You' ve
got both buyers and sellers that you' re planning on
inviting in to hold equity stakes.
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MR. ROBERTS: |'m Roy Roberts and |I'm
chai rman and chi ef executive officer of M Xchange,
and we | ove everybody. That's why we like for them
to participate.

We are an Internet-based solution provider
to global diversity, and we want to make sure that
we participate in leveling the playing field. Even
if you go back prior to B2B and when conpani es were
announci ng they were going to web-based
procurenent, it becane very clear to me that there
are 500 -- five mllion businesses in this country
that are mnority and wonen, $300 billion worth of
busi ness, and if you | ook at nost of the exchanges,
they had left those peopl e behind.

It's our intention to formthe M Xchange to
make sure that we connect mnority and woman
conpanies to majority corporations across all of
the vertical exchanges. W' ve gone out for our
first round of capital, PPO very successful, and
sone of the conpanies that we want to do business
wi th, some of the buyers, invested in our conpany,
and there are sone of the people who want to be on
the supply side who want to conme in on the next
round. We are not going to preclude any of that
from happening, we are going to welcone themto
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partici pate.

Clearly in our mnds the people who invest
in our conpany are people who will continue to
participate. W also found that we cannot be just
a pure B2B. Sonme of the wonen, sone of the
mnority conpani es need nore than just access, they
certainly need to know how to do better business
pl anning. They may need the ability to finance,
and we' ve got sone conpani es who want to cone
online with us to finance. W want to offer all of
t hat .

We've got to nmake sure that they're
web-enabl ed. Only about 16 percent of these
conpani es are web-enabled, and if we don't nake
this areality, then we are going to walk away from
a significant part of Anerica that | think is the
fabric of Anerica, so that's why we're
partici pating.

M5. LEVINE: Joel ?

MR SIMKINS: Geat. |'mJoel Sinkins,

vi ce president of EnergylLeader.com and | suppose |

shoul d start off by thanking Gail and Bill for

taking the tinme to understand what ny conpany does,

and now that you know, maybe you can tell ny

parents, because | have given up on explaining it
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to them but I'lIl warn you, you're going to have to
go sl ow when you get to words |like Internet and
conput er.

We represent a real hybrid nodel, and |I'm
going to tilt this thing up so | don't have to bend
over like that. Better. W represent a real
hybri d ownership nodel, and | think what we do ties
in very neatly to the last couple of points that
have been made. Qur conpany was founded earlier
this year to help energy utilities stake out a
pl ace for thenselves in the Internet econony,
sonet hing they haven't done a terribly good job of
so far.

In partnership with various utilities,
energylLeader.comis creating a series of
regi onal | y-focused, rather than industry-focused,
B2B mar ket pl aces. Qur marketpl aces are desi gned as
i ndependent | egal entities, mgjority owned by the
utility and mnority owned by energylLeader.com

So, we are a thoroughly independent party
owning a mnority interest. The utility, the
majority owner, we think in nost cases, wll be,
but does not necessarily have to be a | arge buyer
at the website, or at the nmarketpl ace.

O her buyers are likely to be -- other
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busi nesses, nonprofits or governnent entities in
t hat geographic region, including universities,
hospitals, financial institutions, et cetera. The
key here is our belief that the community of
interest that is the backbone of the marketpl ace,
as Mark was tal ki ng about, does not have to be an
industry, it can literally be a geographic area, an
actual geographic community.

And when you |l ook at utility conpanies,
uni versities, hospitals, sone financial
institutions, you're | ooking at organi zati ons that
have a real sense of geography. And a rea
interest in serving the econom es of their regions.
And conpani es that have a stake in the econom c
devel opnent and growth of their regions.

W' ve got a nunber of these hubs in the
works in netropolitan areas across the country, the
first one of which is going to go live in Decenber
here in the greater Washi ngton, DC/ Baltinore
metropolitan area in partnership with PEPCO vyour
bel oved el ectric conpany. And just to wap things
up, we expect the transactions initially to focus
on indirect goods and services, a lot of MROitens.
These are not marketplaces for the trading of
energy, it's a little bit confusing, we have the
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word energy in our nane, we're working with
utilities, but these are not marketpl aces where you
w Il buy your -- see electricity being bought or
sol d.

And just to tie into what Roy was sayi ng,
one of the things that drove us and one of the
things that sort of nakes the whol e regional
community of interest concept work is that we're
working with a lot of |arge buyers who have and
would like to find a better way of really
i npl enenting policies for buying frommnority and
protected class busi nesses, and one of the things
that we are doing is working with our technol ogy
partner on greatly beefing up the functionality of
the marketpl ace offer that you woul d ot herwi se get
out of the box to make it nmuch easier to identify
and qualify mnority and protected class business
owners. And it wll be really great for us if you
do a good job of getting nore of them web-enabl ed.
The nore buyers and sellers you can send our way,
the happier we will be.

MR. ROBERTS: They think they are an
endanger ed speci es.

MR SIMKINS: We like them they help to
differentiate us and |legitim ze our business nodel.
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So --

MS. LEVINE: Let's nove from ownership for
a second to control of B2Bs. And again, nmaybe Rod,
if you don't mnd we'll start wth you again.
Petrocosm has got a very interesting control or
shoul d say board structure. You' ve got | think at
the noment, Chevron and Texaco, your two
cof ounders, sit on the board with three others, and
| think in the near future, the plan is to have
Petrocosm [sic. should read: Chevron] and Texaco
joined by three other buyers, each sitting on the
board, and the five of themw || be joined by four
ot hers.

Does that -- first of all, have | got it
right, and second of all, does that -- we were
hearing criticisns yesterday that a structure |ike
that m ght possibly allow the participants who sit
on the board to control the B2B. |Is that what's
goi ng to happen?

MR. GRAY: Well, you're correct in that
this entity was started by Chevron. Chevron teaned
with Ariba and Cross Point, and so the founding
board nmenbers were two from Chevron, one from
Ariba, one from Cross Point and one from
managenent .
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Again, this was the incubator process to
get this entity up and running. As Gail said, we
are inviting in other founding partners as well
as bringing in alliance partners. All those people
wi |l have ownership positions if they're invited
to buy ownership positions, and the board seats
w Il evolve as those ownership positions are
obt ai ned.

But the key is those ownership positions
are there to see that the overall entity is
successful, it has the capital, it has the
procedures, policies and progress to be successful.
The day-to-day activities of the exchange and the
creation of the functionality is really del egated
to managenent. The managenent was pul | ed toget her
fromnostly conpani es who are not part of those
owner shi p conpani es.

There are two seni or managers that cane
from Chevron out of the basically 30 top people who
are making this happen, all the rest of them cane
from suppliers, other energy conpanies, from
financial institutions, technology institutions,
KPMG we have sone senior managers from KPMG but
what the goal was is to put together the managenent
teamthat's going to create the functionality, the
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service, and be in a position to be able to make it
successful as an independent conpany.

So, the way ours has operated, and | think
it's the way to do it, is the board is there to see
that it's successful, and it has the resources,

i ncl udi ng managenent and capital, to be successful,
but they don't get into the day-to-day choices of
functionality choices of custoners, choices of
contractual structures, those types of things are
t he work of managenent.

MS. LEVINE: N ck, do you agree? Oh,
excuse me, |'ve got nmy -- ny apologies, Tim |I'm
very sorry.

MR, CLARK: My name is Timdark, and I'm
an anal yst with Jupiter Conmmunications. M conpany
-- our conpany was acquired by Jupiter, we were
originally called Net Market Makers and we had
speci alized specifically in followng this
phenonmenon, industry-specific marketplaces that's
come up. And | really think that probably contro
is exactly the right -- is one of the right
di scussions to be having here.

What you'll see is you'll hear -- the
bi ggest phenonenon that's happened in the year 2000
is what we have called these coalition markets
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comng into the marketpl ace, people |like Rod's and
a nunber of the other ones we saw the ot her day.
And they are either -- for the nost part they start
out as either buy side or sell side, and what has
happened with the entry of these people, is that it
has essentially frozen the capital markets so that
start-ups, and particularly those that are sort of
the neutrals in particular industries, are having
much nore difficult time getting funded.

So, it's not clear that any of the big
coalition exchanges wll actually be able to
oper at e busi nesses because you do have in the
exchanges, conpani es that have been conpeting with
each other for decades and they now have to becone
each other's best friends.

But as Rod said, they're trying to mgrate
frombeing a buy side over into the neutral part.
Neutral is an interesting word, as you probably
heard a lot if you' ve been here yesterday and
today, |'ve never heard anyone say yet that they
want to be a biased exchange, an unfair exchange or
sonething. But there certainly is, you know, this
is about the power in a specific industry, and it's
hard to make a generalization about what happens if
a whol e bunch across different segnents, because it

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

364
depends the kind of market that works in terns of
ownership, in ternms of control, even in terns of
whet her the market nodel as to whether it's an
auction or a catal og, depends on the way the power
was distributed wthin that industry.

MR. COHEN. Let ne just follow up on that.
Have any of you seen incidents or experienced,
di scussions of problens with owners or major
participants in the market designing the
mar ket pl ace in a way that the functionality favors
the insiders? Has that cone up as an issue,
differences in functionality?

MR. CLARK: Well, it's alittle hard to
tell, because nost of -- the ones where you woul d
expect that the nost would be the coalition
mar ket pl aces, and nost of them-- Rod's is very
much farther along than nost of the other ones. W
really don't know how t he other marketpl aces are
going to -- many of the other marketplaces wll
actual ly function.

MR, STQIKA: If | may, ny nane is Tim
Stojka, I"'mwith a conpany called Commerx. W are
probably one of the ol der exchanges, we've been
around since 1995, we got started in the plastics
industry with a systemcalled PlasticsNet.com
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Today we have three industries that we participate
in, plastics, netals and packagi ng.

W' ve gone from an ownership structure in
whi ch we were entrepreneural ly funded, funded by
myself and ny famly, we then brought in financial
investors and then strategic investors fromthe
i ndustry. Conpanies |ike Ashland Chem cal, Eastman
Chem cal, Huntsman, so on and so forth

And what our premse is today is that
ownership really doesn't matter, okay? It's not an
i ssue of who owns the system The real issue is
what is the functionality that that systemis
providing, what's the value creation that's taking
pl ace, and what are the efficiencies that are being
created for the participants of that system

Okay, cash flow and profitability. That's
what it conmes down to.

MR. WALSH. You know, many of us renenber
American Airlines owning the Saber systemthat
travel agents stared at specifically for years
on end, and Saber was often accused of doing,
| think, what this specific point is, whichis
not denying access to information, but affecting
the presentation of information that would all ow
the transactor, the travel agent, to get the
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j ob done.

And the joke, and it wasn't that funny I
guess, that Anmerican used to say, that it wasn't
their fault this their name started with A i.e.

t he al phabetical presentation of infornmation of the
travel agent to get the deal done, well, Anmerican
was first because it started with A

And | think in sonetinmes -- in sone cases,
we mght, | believe, in our conpany, we tend to
take a little bit of a lesson fromthat, which is
the denial of information to the buyer about
suppliers is a far nore serious stance to take than
the presentation of information, and the assunption
that the buyer will use it efficiently.

So, what | pay attention to, in both the
consortiunms that we are creating and selling
ownership to participants in the industry
t hensel ves, in independent marketplaces that we
run, and sonme of the consortiunms that are being
announced wi th ownership by participants that we
woul d act as the platformfor, is that it's an
efficient presentation of information. W believe
that if information is presented efficiently,
ubiquitously, and in a fashion that is available to
t he buyer, then the nmarketplace is as open and
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unbi ased.

It's nobody's fault that good pricing can
be made avail abl e by one participant in a
mar ket pl ace, even if they are an equity owner, but
it is the fault of those owners if they bias the
presentation of pricing fromconpetitors who are
not owners in a way that the buyer is not
enpowered. And | believe one of the things the
I nternet does very, very well so far is enpower
buyers with lots of information. Sone say too
nmuch.

So, | think the issue may well be, to your
point the issue is does this affect what the buyer
can do and does if it affect the structure of the
market. | think the issue is not going to be one
of technology, it's not going to be one of
ownership, per se, it's going to be one of the
ubi quitiness, the availability, and the
presentation and the usability of information that
t he buyer gets when he or she decides to do a
transacti on on these.

And | think the Internet remains a very
information rich and intensive environnent and the
technol ogy and presentation will be the issue, the
buyer's savvi ness about using it.
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It's no mstake, and it's certainly no
point to forget, that earlier on we heard comments
about the |l ack of connectivity in many busi nesses
t hroughout the U S., the lack of cybercentralism
and that many of us have, certainly older folks,
my parents and even people in ny generation,
since |"mone of the few gray-haired folks in
the Internet these days and | think that sense
of cybercentralisminto sonmething that wll
work itself out, but the buyers nust al ways be
enpowered with information. That's the bias
t hat we care about.

MS. LEVINE: N ck?

MR. HEYMANN. My name is Nick Heymann, and
my perspective on followng this industry as an
anal yst, and head of our nulti-industry industrial
research efforts on the equity side at Prudenti al
Securities, and we've certainly seen the evolution
of many different structures, and within different
e- hubs and virtual markets, and | guess | would
certainly point to the fact that the nore
concentrated the industry, the nore gatekeeping
efforts seens to evolve wwth regards to very strong
di fferences anongst mmj or participants. And one
woul d be the airline or aerospace industry where
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we' ve seen nunerous attenpts to try to unify and
set up a common ground, and we've seen that that's
not been very successful so far, and nmany parties
now have just apparently broken off.

And | think that what will ultimtely drive
this is the ability to have the nost intellectua
content to enhance the productivity of the certain
market. And that ultimately will bear out -- sone
fol ks have thought this was |ike the gold rush, you
know, the first grub stake down would ultimately
buy you to put a noat up around the draw the
drawbri dge up and then take, you know, all kinds of
tolls to join, and I think that's fallen by the
waysi de.

A lot of fol ks thought ownership neant |
coul d nonetize this virtual market, which in ny
mnd is kind of like selling rights to the park out
in front of your house or apartnent in the city.
It's really a commbn space. And to serve the
certain market nost efficiently, it's probably not
sonmet hing to noneti ze.

So, | think fromthat when, from our
perspective, we see an evol ution where the
custonmers will ultimately drive who is nost
influential in the market space by how much nore
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efficiently and how nmuch greater productivity the
suppliers can drive to the market.

M5. LEVINE: Robert?

MR. VERLOOP: You nmake a very good point
about information, and our firmhas actually
struggled a little bit, wth the question is are we
a software conpany, are we a technol ogy conpany,
and | think nore and nore we're coning to the
realization that, in fact, we are an information
managenent conpany. So, Mark, your point is well
t aken.

It is a question of sharing information
with both trading partners. However, | don't think
that any of you are not famliar with the fact that
in the retail industry, throughout the United
States, and actually globally, there's been
tremendous consolidation. And with that
consolidation, there is a certain anmount of
enpower ment that occurs with the buyers.

What we have found on the supplier side is
a need to be better marketers. And we were -- Roy
and | were tal king about this earlier, that really
t he technol ogy has enabl ed us to becone better
busi ness people, and we have to be very, very
careful with how we transmt information. And
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again, that's why | go back to the fact that we
think we are an information conduit where we help
suppliers and buyers better understand the dynam cs
of the consuner narketpl ace.

And ultimately, you know, we hear terns
such as buyer-centric or seller-centric. W
actually think that we're consunmer-centric. W
want to help both of our buyers and sellers better
under stand the consuner behavior so that marketing
is not a question of pushing our product through
the marketpl ace, but allow ng the consuners to help
us pull that product through the marketpl ace.

As we get -- as we are in a perishable
i ndustry, that's extrenely inportant, because once
our product |eaves the field, the clock is ticking.
And if we don't match up very carefully to the
consuner needs, then we run ourselves into trouble.

Part of information managenent is al so
col | aborati ve planning, forecasting, and being able
to apply an automation to things that in the past
have been gut checks. It's 4th of July, | guess |
better have waternelon in ny store. Well, just how
many wat ernmel ons do you think you need this year?

| f you take a | ook at collaborative
information transfer, then you really start
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becom ng -- you start to enpower the Internet and
the partners to be able to get the product at the
right place at the right tine, and as sone people
have said, even before that the consumer knows that
they need it.

Again, | think, just summarizing, that it
is informati on managenent, and it is sonething that
is crucial, and it's a question of the controls
that are placed on that information as to who has
access to it and who gets to distribute it.

MR. HARTING | think concerns that owners
of exchanges w Il mani pul ate the presentation of
data or prices are overblown. These are ruthlessly
conpetitive markets. This is not a consuner
mar ket pl ace where peopl e care about branding or
where | ocation matters. Everybody is in the sane
| ocati on.

MS. LEVINE: You're talking about the
ruthl ess conpetition is in the market for
mar ket pl aces, right, not the market for
waternmel ons. |Is that correct?

MR. HARTING Well, for both, in the sense
that -- if one marketplace were to price
inefficiently because owners were mani pul ati ng
those -- either the presentation of the data or
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t hose prices by excluding other participants, they
woul d be puni shed very, very quickly, because
buyers can search, alnost for free, for other
venues where they can purchase those products.

So, the barriers to entry for either
conpetitor exchanges are so | ow, and the searching
costs for buyers in looking to price their
wat er mel ons on anot her exchange, are so | ow,
especially once we see shopping bots noved to the
B2B space, then | think, you know, these concerns
t hat suppliers could mani pul ate the exchanges are
probably exaggerated, if there are any.

M5. LEVINE: Al right, I'"'mglad you turned
up your tent, because | was about to ask a question
that goes to your area. | was wondering if the
exchanges are true -- you know, if you can nobve
freely as a buyer or seller fromexchange to
exchange, given that you might want to stay in the
exchange where nost of the volune is for the
network effects of it, or you mght want to stay on
t he exchange where your community is.

MR VWALSH. Me?

MS. LEVI NE: Yes.

MR. WALSH. CGeography matters in sone
mar ket s, but geography or the |l ack of geography can
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be used to threaten vendors by buyers outside of
their markets. It's very inportant to renenber
that as consuners when we go in a bookstore today,
we know we could often get it for |less, quote
unquote, on Amazon or Barnes & Noble. An
omi sci ent buyer or enpowered buyer, know ng t hat
they could through two clicks of a nouse, find
anot her vendor at a |lower price, allows all buyers
to effectively, forgive the word, threaten any
gi ven vendor with that enpowernent.

Omi sci ent buyers or enpowered buyers are
accel erated by Internet access. The Internet is
proving in the business-to-business sector every
day that Darwin was right. [t accelerates the
di scovery of who's bad at their business, i.e.
their pricing is bad, their product sucks, they are
just not available at the tine the custoner needed
it and it accelerates the rewardi ng of guys that
are good, nen and wonen that are good at their
busi ness. Their product is well priced, it's
available, it's correctly inventoried and
processed, on your food exanpl e.

And | think it's inportant to remenber that
in the real world, out of those doors, a buyer is
j ust geographically or physically bound by the

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

375
catal og on his desk or her desk, the distributor he
or she deals wth, the physical availability of
where his or her truck can go to get the product
t hey need.

On the Internet, the enpowernent of a
couple of clicks of a nouse, really, | think
al nost broadens the shoul ders of buyers and all ows
themto feel, and sonetines act, nmuch nore able to
negoti ate aggressively, even in small-size orders
with vendors that used to feel that they controlled
t hat buyer.

| think information is power, information
is enlightening, and an enpowered and enli ghtened
buyer al nost nmandates that markets remain
relatively much nore robust and efficient than they
coul d have been in the past in the real world
pre-Internet.

MR. COHEN. You know, there is a theory
that information froma conpetitive sense can
sonetinmes be a two-edged sword. Let's | ook at the
ot her edge of that sword for a few mnutes. W
heard yesterday, | was involved with the panel
dealing with buyers' perspectives, and the
panelists there were in general quite clear that
they felt that there wasn't a nechani smfor one

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

376
buyer engaging in the electronic marketplace to
| earn conpetitively sensitive information about
ot her buyers, it was set up in such a way that that
i nformati on was protect ed.

But | would like to take it a step further
now that we're on the owners' panel and ask what
happens if major conpeting buyers are al so owners
of the marketplace? Does that give them access,
for exanple, to information? For exanple, if --
woul d they see what their conpetitor, who is now a
custoner, a participant in the nmarketplace, what
they buy and at what price their deal is being
arranged? Should we begin with TinP

MR. CLARK: Wy don't you start with
sonebody else, | had a different coment.

MR. COHEN: You're up first.

MR. HEYMANN:. There's one site that cane to
my m nd when you were tal king about that question,
and it was sonething called Brand-Wse.comand it
was set up to basically allow custoners an
opportunity to conpare nunerous different, 8,000
different appliances, and try to conpare supposedly
based on independent reviews. It was set up and
establi shed by Whirlpool, and if you subscribed as
a supplier of appliances to this site, if your
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product was the final one selected by the consuner,
you woul d be given access to the data of the
process the consunmer went through to ultimately end
up with the final product.

Wi rl pool as the originator of the site,
happened to get all the data. So, what was really
sought here was the information of |ooking over the
consuner's shoulder. Ironically, at the end, the
custonmer was asked to give their zip code, and they
were given nunerous different sites over which they
coul d have a choice to buy the product that they
were selecting, and it turned out that
mysteriously, this site ran out of funds after
bei ng backed by, you know, several |arge
corporations |like Sears and Whirl pool, and | think
what happened was that the retailer shut the site
down. And they said, |ook, we don't want anybody
com ng and eval uati ng our product versus everybody
el se's and ultimately noving sonepl ace el se, we'll
have them do that on Sears' site and then they'l]|
all buy at Sears Brand Central.

And so, certainly the information gl eaned
fromthe process is as valuable as ultimtely maybe
in sone cases the actual sale of the product.

MR. COHEN: Let's cone over to this end.
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G na?

M5. LEVINE: Can | ask you a particul ar
question, Gna? Do you mnd? You're running a
catalog site, right?

MS. HAI NES: Yes.

M5. LEVINE: And | understand that on
catal og sites, buyers can throw away those | arge
stacks of paper catalogs they used to have that
canme fromdifferent vendors and they no | onger have
to | ook through each one of those catalogs to find
the conparative prices for the products they want
to buy. They can now | ook at one site in five
m nutes and see all the vendors and all their
prices.

Sellers can do that, too, | assune. Does
that have any effect on the price a seller charges?

M5. HAINES: Well, actually, again, in the
FacilityPro market pl ace, specifically, buyers -- it
is a true business-to-busi ness narketplace as
opposed to a mrror exchange. W are not sinply
facilitating a transaction between a buyer and a
seller, we're actually taking control of the
end-to-end process, so it's a truly integrated
end-to-end process. Because it is buyer-specific,
our technol ogy, and we're not a technol ogy conpany,
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but technology is a wonderful enabler for our
business, it allows us to configure the views that
are appropriate only to that buyer.

We do actually have an aggregati on node
where we take title to the product that's being
sold. So, again, we centralize the conplexity. W
manage all of the manufacturer and the distribution
and the third party logistics providers, all the
integration with those systens, and so we do
tightly control access to information.

For that reason, to the extent the client
has chosen a fairly broad view or the universa
view of the catal og, yes, the buyer would
experience conceptual ly conpeting products and
conpeting prices and be enabl ed to nmake appropriate
deci sions for their business.

To the extent they said we are
brand-specific, for whatever reason, we would
filter their view and they would only see what's
appropriate to them

M5. LEVINE: Wat about the sellers? Does
the seller get the sane view?

M5. HAINES: No, the sellers do not, in
fact. Again, renmenber that we are buyer centric,
we do advocate for our buyers. Now clearly to
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develop a liquid marketplace, there have to be
benefits to the suppliers, but we are highly
protective of our buyers' information, and we have
been approached on nultiple occasions for that
information. W do provide industry pertinent
information in aggregate, never in specificity,
except back directly to our buyer.

MS. LEVINE: Robert, you run a catal og
that's not buyer-centric. Do your sellers see the
conparison -- the conparative prices of all the
other sellers in your catalog, too? O not?

MR. VERLOOP: No, we're -- we are a version
of a catalog system it's actually called an active
pricing nodel, and what happens is, is that the
pricing is -- the seller can actually dictate who
sees their prices, and it's specifically only
buyers that can see the pricing. So, there's no
conpetitive opportunity to see what prices your
conpetitors may be quoting. Likew se, you al so
cannot see if you're a buyer what other buyers are
bei ng quot ed.

M5. LEVINE: Let me ask about auctions,
moving fromcatalog to the auction nodel. Tim |
apol ogi ze, | hadn't called on you earlier, but |I'm
call on you now if you don't m nd.
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MR. STQIKA: |I'mstill here.

MS. LEVINE: Can sellers on your auctions
see what other sellers are bidding and can they see
the other seller's identity?

MR. STQIKA: Well, what we found in our
mar ket pl ace is that the private catal ogs and
private auctions are really what buyers and sellers
want. | think to Mark's point earlier, | think
it's all about information. And information
transparency is really an issue for our suppliers.
Providing information to the market in regards to
t he product, pricing, technical data, so on and so
forth, is new, and it's a big junp for them

So, what we've done is provided buyers and
suppliers with private catal ogs so that only that
buyer can see the specific pricing that he is
receiving fromhis suppliers, and the sane thing
takes place in our auctions. Qur auctions are
primarily private auctions. So, now the buyer can
go on and see the supplier's prices that he has
chosen, okay, that are specifically giving pricing
to him And vice versa in a reverse auction

M5. LEVINE: So do the seller -- do the
sellers see each other?

MR. STQJKA: The sellers see each other's
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prices, yes.

M5. LEVINE: Do they see each other's
names?

MR, STQJKA: No, just prices, so they can
see the bid go up and down.

MR. COHEN: But the marketplace itself, the
owners and operators in the marketpl ace woul d have
access to those nanes?

MR, STQIJKA:  Yes.

MR. COHEN. Who stands behi nd the anonynous
names?

MR. STQIKA: Yes, we are the owners, so we
have all that information and woul d be responsible
for it.

MR. COHEN: And what woul d happen if the
owners happened to be conpeting suppliers?

MR. STQIKA: Well, the owners, | nean the
i nvestors, in our conpany, we have no nore than one
percent ownership by any strategic investor, so
that relatively small ownership stakes, and we are
not bound by contract or any by-laws to provide
themwi th all of that proprietary information. So,
that information may be provided to managenent and
the board, but it doesn't necessarily go out to the
i nvestors.
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M5. LEVINE: Do you have a rule that says
-- | guess you're saying you don't have a -- there
is no rule that says you nust give the information
to your participant owners?

MR STQIKA: Right.

M5. LEVINE: Do you have a rule that says
the opposite, that says you can't give the
information to the participant owners?

MR. STQJKA: W don't have a witten rule
or a witten policy, but I think that's sonething
t hat goes unsai d.

MS. LEVINE: Rod?

MR, GRAY: Well, | think you need to go
down a | ayer and see what the contractual
arrangenments are with the participants on the
market. We have a contractual arrangenent to keep
their information private to them and it can only
be di scl osed to whonever they want it disclosed to.
So, | nmean, that's the contractual relationship
bet ween the market pl ace and the participants.

M5. LEVINE: They can only disclose the
information to those they want --

MR. GRAY: The person that -- the
i ndi vi dual participant, rather it's on the buy side
or the supply side, they own their own particul ar
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informati on on the marketplace, and that's a
contractual obligation between the marketplace and
those participants. So, we would be violating that
contractual relationship if we were to disclose it
to other participants, whether they' re an owner or
not .

MS. LEVINE: What if they ask you to
rel ease that information to others on the exchange?

MR. GRAY: It's their information, we can
release it to whonever they ask us to release it
to.

MR, ROBERTS:. Don't you have to segnent
i nvestors versus board of directors? A board of
directors if it's a publicly traded conpany has a
fiduciary responsibility. |If they've invested,
they certainly want to see the enterprise grow, and
by giving themthat information you would
conprom se that corporation and threaten it. So, |
think we ought to -- I'mgoing to wite it in, that
we wll not give that to the board of directors.
That they're precluded from having that
information. [It's not in their best interest or
the best interest of the enterprise.

MS. LEVINE: Mark?

MR. WALSH: Not to make light, | think this
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is one of the -- absolute one of the cruxes of
what's happening on the net today. My brother is a
doctor, and when asked about hel net |aws for
not orcyclists, he once said it is a self-correcting
problem And the reason | bring that up is |
t hi nk, who was tal ki ng about the Sears Brand
Central issue, about vendors, we're already seeing
on sone of our verticals, ny nicknanme for it is
revenge-of -t he-vendors. com and what | nean by that
is that if there is undue or inappropriate
protection or release of information by the seller
or buyer, and in our verticals, the seller can
choose to release his or her information in a
private way to a specific buyer, in an open way to
invited nmultiple buyers in a private chat or forum
or arena, that sellers can reveal -- |I'msorry,
that sellers can reveal prices, rather, and buyers
can reveal who they bought from and how t hey ended
up buying to each other and it is up to those
i ndependent parties.

But what we suggest and what we're seeing,
wi th pai ntandcoatings and sone of the other
consortiums that we're being involved with, is that
if the consortium shares too nuch information
unduly harnms the buyer, or if the seller shares too
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much information -- the buyers share too nuch
i nformati on and unduly hamrer down the prices of
the seller, that the Internet's speed, the
Internet's speed, the velocity of information in
response is so high on the Internet versus the real
worl d, that these problens do self correct at a
much nore rapid pace, is our experience, than the
types of problens that you see erupt in the rea
worl d that takes years and sonetines decades to
correct.

So, the velocity of the Internet is
sonething | think you can't forget when you hear
about di seconomes or inequalities of information
sharing, either through ownership or to directors
or release of information, the ultimte val ue here
is consuners. Wether they are buyers or
suppliers, the Internet is very efficient at
rewar di ng those who are good and penali zi ng those
who are bad. | think we see that a lot in our
mar ket pl aces.

MS. LEVINE: Tinf

MR. CLARK: | think nost of the
mar ket pl aces, particularly the coalitions, have
tried to set up legal structures simlar to Rod's
so you have a different corporation in there as an
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internmediary. There still remains a suspicion if
it's a buyer-controlled marketplace that sellers
are going to get a fair shake in that.

| would Iike to go back to a coupl e of
things that Mark has said here about the free flow
of information and price conpetition. Because the
whol e notion of these online marketplaces is that
you -- is the operators of those narketplaces wll
tell you they want to tie in buyers, they want to
make sure that the buyers stay in that |ocation.
The way that they do that is by hooking their net
mar ket pl ace into the back-end systens of buyers and
sellers, into their supply chain and ERP systens.
And once that is done, it's very hard for a buyer
to nove to a different |ocation w thout redoing
that whole thing all over again.

So, yeah, there is sonme -- and the other
piece of this is that nost businesses are not
buyi ng excl usively on price conpetition. Wat
these market -- we heard this yesterday, what these
mar ket pl aces have done is squeezed out sone of the
processi ng costs, sonme of the paperwork that goes
around -- that goes around a purchase.

So, | -- you are probably not going to see
bi g conpani es junping from one marketpl ace to
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anot her, because they have to invest hundreds of
t housands of dollars to do the integration.

MS. LEVINE: Nick?

MR. HEYMANN. | would just add, you know, |
think the focus on price is really the first stage
of how we will conpete on what we're providing to
the custoner, you know, on an automated basis. |
think that the evolution will be to nove price
to be a secondary consideration, and if you
properly bundl e seam essly, okay, different
ways to add products, software, accessories,
enhancenents that are related to the core product,
that the customer is looking for, that in turn
t hat enhanced functionality by itself will becone
the nore inportant criteria by which the custoner
will ultimately end up nmaking their purchase
deci si on.

And so price that we're all worried about
and who sees what and how can it be set, again, you
go back to the intellectual content. Wo can cone
up with the best way to sinplify and enhance the
productivity of that custonmer, that's the basis for
which ultimately, you know, the decisions for
purchase wi || probably be nade.

Today, price, | still see, as sonething
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that, in an archaic system we use as nanufacturers
or suppliers of a service to nove or cramdown to
the custoner and then ask themto conprom se what
their desires are so that we can get our goal set
to ship so nmany cases of soda or whatever it m ght
be, even if it doesn't matter if it matches the
custoner's needs, and that's going to change around
alot.

M5. LEVINE: Roy, can | call on you, but
al so ask you a particular question. You were
t al ki ng about how your policy would be that you're
not going to let participant owers see information
that is owned by the exchange. W heard yesterday
sone questions about whether firewalls of the type
that you may have in mnd really work when
partici pants have equity stakes in the exchange.
What do you think about that?

MR. ROBERTS: | think it can work, and |
think they will work. | think sonme of the comments
you have heard from sone of the other participants
are very clear about the integrity of a system
and how fast that information can flow. And you
can -- | think you can kill an organi zation before
they could ever get the nessage, if you' re not
careful. | don't think many of us want to see that
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happen.

|'ve heard a nunber of people talk today
about -- alittle bit about supply chain
managenent. |If you ask a basic question, if you --

if ny wfe and | were sitting in our living room
and want to order a new couch, why do we have to
wait six nonths to get that couch? O if | want to
order a new car, why do | have to work three nonths
or wait three nonths to get that car?

The technology is here that woul d suggest
you don't have to wait that long. |[|'ve spent 40
years in what you mght call old econony conpani es.
|'ve seen nost of the problens, created sone of the
probl ens, but the real opportunity, the technol ogy
we're tal king about, will really go to nmake them
much nore efficient at what they do. The rea
story there, if you want to see where the rea
gains are going to be nade, it will not be in
price, as you said, | amtotally where you are, it
will be in strategic procurenment, it wll be
getting to order to delivery, and that's where you
are going to take costs out of the system and nake
t he conpani es much nore conpetitive. And that's
where they're going.

That's why we're concerned at M Xchange
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that we nust get mnorities and wonen invol ved
right now so they understand this piece so they can
di g much deeper as we go to the supply chain
managenent, which is critical

MS. LEVINE: Robert, one of your exchanges'
selling points, | gather, is that you're telling --
you can tell buyers and sellers who cone to your
exchange whet her these problens exist or not, they
certainly don't happen on BuyProduce, because |
don't have any participant owners on ny exchange.
Are you finding that the buyers and sellers who
cone to BuyProduce say well, that's a nice selling
point, but the truth is we're perfectly confortable
wor ki ng on an exchange that has participant equity
because we trust those firewalls?

MR. VERLOOP: | haven't heard that. You've
got to remenber that our industry is not
necessarily the nost technol ogy-advanced, you know,
when you tal k about firewalls, they're not quite
sure what that neans. |It's |like another buzz words
that's out there, it's transactional efficient,
when | first cane on, | thought that was a tractor
part.

VWhat we're finding as our exchange
continues to grow, we started | ast Cctober, just as
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a reference point, we have over a thousand buyers
and sellers on our system and they run the ganut
from people that are transacting on a daily basis
to people that have cone onto the system tried it
once, said okay, |'ve got it figured out, now when
the buyers cone in and they mandate that | use an
exchange, I'"'mready to go with you

So, there's a variance of acceptability, if
you will, to the -- or acceptance of the
technol ogy. The -- we have not found it to be a
conpetitive advantage one way or the other when we
go in and do conpetitive analysis with, you know,
potential clients and so on. It's an issue that
really just goes back to nore of a trust that I
al luded to earlier, building on those

rel ati onshi ps.

| wanted to --
MS. LEVINE: Before -- | have to do
sonething terribly unfair, | have to cut you off.

We need to take a one-mnute video break and we'll
be back.
(Brief pause in the proceedings.)
M5. LEVINE: Let's get started again.
Robert, do you want to finish your thought? o
ahead.
For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

393

MR. VERLOOP: Yeah. The point that | was
making -- this is |ike talking over |lunch al nost --

M5. LEVINE: That's all right.

MR. COHEN:. Keep goi ng.

MR. VERLOOP: The point that | think is
really inportant is that of the pricing issue, you
know, we negotiate today daily on pricing, and Mark
made the point earlier that really what the
Internet has done is nake it faster. And if you're
out there doing unfair pricing practices, that
transparency exists today. And so it is the speed
with which we can identify and correct and really
call on the table.

And ultimately in our system wth dealing
wth retailers, they're pretty quick to let you
know i f sonebody is out of line. So, |I think the
Internet is just an enabler to get things done
qui cker, and it nmakes for a self-correcting
mar ket pl ace overni ght rather than having to wait a
coupl e of nonths.

The other thing that | wanted to point out
i's, you know, we get caught up so nuch on the
buyi ng and selling functions, and it's been all uded
to earlier. | want to give you an exanple, though
and | made the joke about transacti onal
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efficiencies. The ultimate gain that | think al
of the exchanges will benefit to the buyers and
sellers is that in how can we nmake the transactions
paperl ess, and then how do -- what does that nean
to the bottomline?

And I'll give you an exanple. 1In the
retail industry, | had a major retailer, sonebody
t hat everybody woul d know here as far as their
brand, say to ne that 40 percent of all of their
purchase orders have errors in them That neans
that 40 percent of their accounting staff, their
receiving staff, and their produce staff, is spent
on doi ng nonval ue-added activities. The ability of
the Internet, the ability of e-commerce, is to take
a very large percent of that and just make it
di sappear.

That nmeans that we can use our productive
efforts to build our marketplaces, and really
concentrate on what | said earlier, and that is
start | ooking at the consuner, the ultimte
consuner of our products, and nmake sure that we're
doing justice for them Rather than trying to
build up prices to cover our inefficiencies within
the marketing system what we're now starting to
concentrate on is how do we narket.
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Now, in retail, there's a process called
cat egory managenent whi ch anal yzes a category of
product trying to figure out how to best utilize
the consuners. The retailers -- or neet the
consuner's needs.

The retailers many years ago perfected this
on the detergent side. W call it the consuner
product good side. Produce was very slow to adapt
to this, but nowthat we're starting to see that
changi ng very quickly, and as a result, the
consuner or the buyers are no |onger buyers and the
sellers are no longer sellers. W're all becom ng
mar ket ers.

And rat her than worrying about pricing and
trying to correct our errors, we're focusing on the
end product, which is a robust marketplace, rich
with informati on so that we can both see suppliers,
growers -- I'msorry, suppliers, buyers, and the
consuner, receive what they consider a high
perception of value. And it really cones back to
val ue, not pricing.

M5. LEVINE: G na?

M5. HAINES: Yeah, | want to cone back to
both of those comments. Pricing is in nmy mnd one
link in the entire value chain. 1t's the nost
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tangible, it's the nost neasurable netric, and it's
kind of really all nost people in any given
i ndustry have to kind latch onto as enpirical data.

And so one of the real chall enges we've
had, realize, you know, we're serving conmmerci al
facilities. There are about 61 billion square feet
of commercial facilities in the United States.

They cost on average six to seven bucks a year to
mai ntain, repair and operate. Not to build;
construction is whole other ball gane.

So, that's about a $425 billion market.
It's highly fragnented, it's highly | ocalized,
per haps regionalized, even across properties with
common ownership. |In many equations, facilities,
and the mai ntenance of them is a cost center as
opposed to a profit center. And so technol ogy has
really not reached down into, you know, these
real nms.

Even the | arger players who m ght have
ERP- 11 ke systens, for finance and accounting and
HR, these cost centers aren't going to qualify for
that | evel of investnent in technol ogy, and so our
B2B mar ket pl ace has extended enterprise-like
functionality down into these cost centers. And
t he process inprovenent potential is enornous.
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| read Morgan Stanley's report, sorry,
guys, April 2000, their B2B report, and, you know,
there's gobs of data out there to this extent, that
basi cally a paper-based process is about $175
initiative. You know, by automating that,
elimnating the errors, integrating with systens,
you can bring it down according to Morgan Stanl ey
to $10 to $20.

So, speaking specifically to back
efficiencies, in our market as well we have | abor
efficiencies. W did a study for one of our
clients that has a 1,000 person nation-w de
di stributed work force, and you've got | abor
ef ficiencies and you' ve got nmi ntenance and repair
professionals in the field prepared to do their
j ob, they need supplies. Every mnute we drive out
of their process is a $300,000 a year val ue
proposi tion.

So, it's really incunbent upon us to take
technology, to apply it to process and al so work
change managenent, and that's really the overal
val ue equation, as well as so it's front-end
integration into our client's processes, it's
getting the right product at the right price, okay,
right at the heart of that, and it's back-end
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integration into their information systens, because
i nformati on does becone know edge, does provide
ourselves and our clients actionable data to then
go and, you know, continue to inprove processes.
And you guys are all collectively right, the nmarket
will vote and it is voting daily, it is kind of
self-correcting.

MR. COHEN: Well, let's see, with all the
information that you're receiving, and in many
different forns, are any of you with your
mar ket pl aces considering going into sort of a
consul ting arrangenent as to your industries, the
i ndustries covered? Yes?

MS. HAINES: W do.

MR. ROBERTS: W think that we nust, and
when we tal k about interfacing with mnority
conpani es and certainly wonmen-owned busi nesses,
quite often they're the |l east financed or they're
under financed. It's a market that's been
underserved or unserved. There are only about 16
percent, by any estimate that we can find or any
research, that are web-enabl ed today, so we think
we've got to help themw th the planning process,
buil ding their business to be nore efficient.

So, we nust becone the consultants online
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to these conpani es' back end to majority
corporations. So, we are go to becone consultants.

M5. LEVINE: Rod, what about Petrocosm are
you goi ng to have that kind of role?

MR, GRAY: Well, | think that you can
i magi ne and see that there's all kinds of
consulting that rolls out of this, and it's from
t he begi nning stages, there's a key consulting role
that KPMG is very active in and the other firns
like that, and that is the plugging into the | egacy
systens and after you' ve done that once, there's a
consulting role. There's a consulting role in the
change managenent. | nean, this is all about
changi ng their procedures and we now have the tool,
but you still have to change the way you do things.
There's a consulting role there.

| think that it's clear to everyone who's
involved in this industry that the anount of
information that is pulled together, that you | ook
at that in the aggregate, there's all kinds of
consulting roles or information nmanagenent rol es
that you can play with the cul m nation of thousands
and thousands of transactions that represent
mllions and mllions of dollars, |ooking at that
information in the aggregate, that know edge gives
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